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CONTROLLER’S  OFFICE 
CITY  SERVICES  AUDITOR 

The  City  Services  Auditor  was  created  within  the  Controller’s  Office  through  an  amendment 
to  the  City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F to  the 
City  Charter,  the  City  Services  Auditor  has  broad  authority  for: 

• Reporting  on  the  level  and  effectiveness  of  San  Francisco’s  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

• Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and 
functions  to  assess  efficiency  and  effectiveness  of  processes  and  services. 

• Operating  a whistleblower  hotline  and  website  and  investigating  reports  of  waste, 
fraud,  and  abuse  of  city  resources. 

• Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency 
of  city  government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits. 
Financial  audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and 
provide  reasonable  assurance  about  whether  financial  statements  are  presented  fairly  in  all 
material  aspects  in  conformity  with  generally  accepted  accounting  principles.  Attestation 
engagements  examine,  review,  or  perform  procedures  on  a broad  range  of  subjects  such  as 
internal  controls;  compliance  with  requirements  of  specified  laws,  regulations,  rules, 
contracts,  or  grants;  and  the  reliability  of  performance  measures.  Performance  audits  focus 
primarily  on  assessment  of  city  services  and  processes,  providing  recommendations  to 
improve  department  operations. 

The  audits  unit  conducts  the  audits  in  accordance  with  the  Government  Auditing  Standards 
published  by  the  U.S.  Government  Accountability  Office  (GAO).  These  standards  require: 

• Independence  of  audit  staff  and  the  audit  organization. 

• Objectivity  of  the  auditors  performing  the  work. 

• Competent  staff,  including  continuing  professional  education. 

• Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the 
auditing  standards. 


Audit  Team:  Mark  Tipton,  Audit  Manager 

Annie  Cheng,  Associate  Auditor 
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President  and  Members,  and  Mr.  Ginsburg: 

The  Controller’s  Office,  City  Services  Auditor  (CSA),  presents  its  report  on  the  concession  audit  of 
Kemper  Sports  Management  - Harding  Park,  LLC  (Kemper).  Kemper  has  a 7-year  management 
agreement  with  the  Recreation  and  Park  Commission  of  the  City  and  County  of  San  Francisco  to 
manage  and  supervise  golf  course  and  pro  shop  activities  at  the  Harding  Park  Golf  Course  Complex. 
In  exchange  for  managing  the  property,  including  the  clubhouse,  pro  shop,  and  restaurant,  the  City 
pays  Kemper  a monthly  management  fee  of  $16,000  and  reimburses  its  operating  expenses 
incurred  at  the  property.  Kemper  is  also  eligible  to  receive  an  incentive  fee  of  5 percent  of  annual 
revenues  exceeding  $6,000,000. 

Reporting  Period:  July  1, 2007,  through  June  30,  2009 

Green  Fees  and  Other  Revenues  Remitted: 

Fiscal  Year  2007-08  Fiscal  Year  2008-09 

Green  Fees  Remitted  $5,181,157  $4,961,046 

Other  Revenues  Remitted  $2.549.979  $2.622.442 

Total  Revenues:  $7,731,136  $7,583,488 


Key  Results: 

• Kemper  correctly  remitted  to  the  Recreation  and  Park  Department  (Rec  & Park)  revenues 
including  green  fees  and  concession  revenues  it  recorded  receiving,  and  properly  supported  the 
expenses  reimbursed  by  the  City,  with  only  minor  exceptions. 

• Kemper  paid  Rec  & Park  an  excess  of  $6,742  in  loan  interest  because  it  used  incorrect  interest 
rates  in  its  calculations.  (Under  the  agreement,  Kemper  took  out  a loan  to  make  clubhouse 
improvements,  among  other  purposes.) 

• Kemper  underpaid  Rec  and  Park  $2,406  by  including  sales  tax  in  the  prices  charged  for  some 
golf  cart  rentals  instead  of  adding  the  sales  tax  to  the  prices. 

Responses  from  both  Rec  & Park  and  Kemper  are  attached  to  this  report.  CSA  will  work  with  Rec  & 

Park  to  follow  up  on  the  status  of  the  recommendations  made  in  this  report. 


Deputy  Audit  Director 


415-554-7500 
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FAX  415-554-7466 


cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Budget  Analyst 
Public  Library 


INTRODUCTION 


Audit  Authority 


Background 


The  Office  of  the  Controller  (Controller)  has  authority  under 
the  San  Francisco  Administrative  Code,  Chapter  10,  Article 
1,  Section  10.6-2  to  audit,  at  regular  intervals,  all  leases  of 
city-owned  real  property  where  rent  of  $100,000  or  more  a 
year  is  to  be  paid  to  the  City.  In  addition,  the  City  Charter 
provides  the  Controller,  City  Services  Auditor  (CSA),  with 
broad  authority  to  conduct  audits.  This  audit  was  conducted 
under  that  authority  and  pursuant  to  an  audit  plan  agreed  to 
by  the  Controller  and  the  Recreation  and  Park  Department 
(Rec  & Park). 

The  Harding  Park  Golf  Course  Complex  (Harding  Park 
Golf)  is  operated  by  Kemper  Sports  Management-Harding 
Park,  LLC  (Kemper)  under  a management  agreement 
dated  April  1,  2003,  with  the  City  and  County  of  San 
Francisco’s  (City)  Recreation  and  Park  Commission 
(commission).  Harding  Park  Golf  consists  of  the  Harding 
Park  and  Fleming  Golf  Courses  located  in  San  Francisco 
adjacent  to  Lake  Merced.  The  initial  term  of  the 
management  agreement  is  for  seven  years  from  the 
opening  date,  July  1, 2003,  to  July  1,  2010.  Either  party 
may  extend  the  agreement  for  a two-year  term. 

The  management  agreement  requires  Kemper  to: 

• Collect  all  gross  revenues  and  transfer  them  to  the  City’s 
bank  account  twice  a month. 

• Provide  and  supervise  all  golf  activities  at  the  golf 
courses. 

• Supervise  a golf  shop  for  the  promotion  and  sale  of  golf- 
related  items,  rental  of  golf  carts  and  golf  equipment, 
rental  of  buckets  of  golf  balls  for  the  driving  range,  and 
the  advertising,  promotion,  and  offering  of  quality  golf 
instruction. 

• Operate  the  day-to-day  business  operations  of  the 
driving  range. 

• Operate  a first  class  restaurant,  bar,  and  banquet  service 
serving  food  and  beverages  to  golfing  and  non-golfing 
clientele. 


Meet  all  requirements  to  host  the  Professional  Golfers’ 
Association  of  America  (PGA)  Tour  tournament  events  at 
Harding  Park  Golf. 


The  management  agreement  also  entitles  Kemper  to: 


• Collect  a $16,000  monthly  management  fee  from  the 
City. 

• Be  reimbursed  for  its  operating  expenses  by  the  City. 

• Receive  an  annual  incentive  fee  from  the  City  of  5 
percent  of  the  gross  revenues  exceeding  $6,000,000  in 
any  fiscal  year. 

• Borrow  from  a financial  institution  up  to  $1  million,  with 
principal  and  interest  to  be  repaid  by  the  City,  for 
purposes  including  the  improvement  of  the  clubhouse. 

Scope  and  Methodology  The  purpose  of  this  audit  was  to  determine  whether 
Kemper  complied  with  the  reporting  and  payment 
provisions  of  its  management  agreement  with  the 
commission.  The  audit  covered  the  period  from  July  1, 
2007,  through  June  30,  2009.  However,  to  assess  whether 
Kemper  correctly  calculated  the  interest  due  on  its  loan,  the 
audit  analyzed  payments  for  months  outside  the  audit 
period,  from  October  2006  through  December  2009. 

To  conduct  the  audit,  the  audit  team: 

• Examined  the  applicable  terms  of  Kemper’s 
management  agreement  and  the  adequacy  of  its 
procedures  for  collecting,  recording,  summarizing,  and 
reporting  its  gross  revenues  to  Rec  & Park. 

• Reviewed  on  a sample  basis  Kemper’s  monthly  sales 
records,  daily  tee  sheets,  and  wire  transfer  records  to 
determine  whether  Kemper  correctly  and  timely 
reported  and  remitted  all  gross  revenues  to  Rec  & Park. 

• Verified  whether  Kemper’s  monthly  statements 
accurately  reported  its  gross  revenues  and 
expenditures  based  on  its  monthly  and  daily  records. 

• Compared  the  gross  revenues  Kemper  reported  to  Rec 
& Park  with  those  it  reported  to  the  California  State 
Board  of  Equalization  on  sales  tax  returns  for  each 
quarter  of  the  audit  period. 

• Reviewed  on  a sample  basis  the  monthly 
reimbursement  requests  and  supporting  documentation 
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Kemper  submitted  to  Rec  & Park,  including  requests  for 
reimbursement  of  the  loan  payments,  to  determine 
whether  Kemper  correctly  reported  its  expenses  from 
business  operations. 

Kemper’s  management  agreement  requires  it  to  meet  all 
requirements  of  hosting  PGA  Tour  tournament  events  at 
the  course,  subject  to  approval  by  Rec  & Park.  However, 
because  there  was  no  PGA  tournament  at  Harding  Park 
Golf  during  the  audit  period,  this  audit  did  not  consider  any 
requirement  of  Kemper  concerning  PGA  Tour  tournaments. 

This  performance  audit  was  conducted  in  accordance  with 
generally  accepted  government  auditing  standards.  Those 
standards  require  planning  and  performing  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  the  findings  and  conclusions  based  on 
the  audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a reasonable  basis  for  the  findings  and 
conclusions  based  on  the  audit  objectives. 
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AUDIT  RESULTS 


Kemper  Correctly  Remitted 
Green  Fees  and  Most  Other 
Gross  Revenues 


From  July  1,  2007,  through  June  30,  2009,  Kemper 
Sports  Management  - Harding  Park,  LLC  (Kemper) 
collected  and  remitted  to  the  Recreation  and  Park 
Department  (Rec  & Park)  $10,142,202  in  green  fees 
from  both  Harding  Park  and  Fleming  Golf  Courses,  and 
$5,172,421  in  other  gross  revenues.  Exhibit  1 shows 
the  total  revenues  Kemper  remitted  for  the  audit  period. 


Gross  Revenue  Collected  by  Kemper  and  Remitted  to  Rec  & Park 
■ July  1,  2007,  through  June  30,  2009 

July  1,  2007- 
June  30,  2008 

July  1,  2008- 
June  30,  2009 

Harding  Park  Golf  Course  Green  Fees 

$4,292,692 

$4,078,583 

Fleming  Golf  Course  Green  Fees 

888,465 

882,463 

Subtotal  of  Green  Fees 

$5,181,157 

$4,961,046 

Other  Gross  Revenues 

2,549,979 

2,622,442 

Total 

$7,731,136 

$7,583,488 

Source:  Financial  Accounting  and  Management  Information  System  (FAMIS),  City  and  County  of  San  Francisco. 


Kemper  Underpaid  the  City 
$2,406  by  Including  Sales  Tax 
in  the  Price  of  Some  Golf  Cart 
Rentals 


Although  Kemper  collects  and  remits  the  correct 
amounts  to  the  City  for  almost  of  its  revenue,  Kemper 
included  sales  tax  in  the  price  of  the  rental  of  pull  (non- 
motorized)  golf  carts,  causing  it  to  remit  $2,406  less  in 
revenue  to  the  City  than  it  should  have.  Consistent  with 
guidance  from  the  California  Board  of  Equalization, 
Kemper  charges  sales  tax  for  the  rental  of  pull  carts. 
However,  since  February  2008,  when  Kemper  began 
this  practice,  it  has  included  sales  tax  in  the  prices  of 
the  cart  rentals  instead  of  adding  it  to  the  prices. 
Kemper’s  controller  stated  that  she  is  unsure  why  this 
was  done,  as  the  practice  began  before  she  started  her 
tenure  with  Kemper. 


Rental  of  a pull  cart  costs  $9  for  the  Harding  Park  Golf 
Course  and  $5  for  the  Fleming  Golf  Course.  By 
including  sales  tax  in  these  prices,  Kemper  actually 
lowered  the  price  of  a pull  cart  rental,  thereby  remitting 
some  (less  than  a dollar)  of  each  rental  fee  as  sales 
tax  to  the  State  of  California  instead  of  as  revenue  to 
the  City. 


5 


The  San  Francisco  Park  Code  states  that  the  commission 
should  set  the  price  for  both  motorized  and  pull  cart 
usage  and  that  a cart  rental  should  not  exceed  $26.  The 
audit  found  no  evidence  that  the  commission  set  prices 
for  cart  rentals. 

To  ensure  the  City  received  all  revenue  to  which  it  was 
entitled,  Kemper  should  have  added  sales  tax  to  the 
existing  price  of  a cart  rental  rather  than  lowering  its 
effective  price  so  that  the  price  paid  by  the  customer 
would  include  sales  tax. 

Recommendations  Rec  & Park  should: 

1 . Request  the  Recreation  and  Park  Commission  to  set 
the  price  for  both  motorized  and  pull  cart  usage 
consistent  with  the  San  Francisco  Park  Code. 

2.  Instruct  Kemper  to  program  the  prices  to  be 
approved  by  the  Recreation  and  Park  Commission 
for  cart  rentals  in  the  point-of-sale  systems  at 
Flarding  Park  Golf,  and  add  sales  tax  to  those  prices 
when  applicable. 

3.  Bill  Kemper  $2,406  for  forgone  revenue  from  pull  cart 
rentals. 


Kemper  Correctly  Reported 
and  Was  Reimbursed  for  Its 
Expenses  Except  for 
Overpaying  the  City  $6,742 
for  Loan  Interest  and 
Improperly  Including  Late 
Charges 


With  the  exception  of  minor  amounts,  Kemper  correctly 
reported  to  Rec  & Park  the  expenses  incurred  to  operate 
Harding  Park  Golf.  Rec  & Park  reimbursed  Kemper 
$3,645,524  for  fiscal  year  2007-08  and  $3,802,333  for 
fiscal  year  2008-09,  which  included  Kemper’s  reported 
operating  expenses,  management  fee,  and  incentive  fee. 
Exhibit  2 shows  Kemper’s  reimbursable  expenses  and 
fees  for  the  audit  period. 


EXHIBIT  2 

Expenses  and  Fees  Submitted  by  Kemper  and  Paid  by  Rec  & Park 
July  1,  2007,  through  June  30,  2009 

July  1,  2007- June  30,  2008 

July  1,2008 -June  30,  2009 

Operating  Expenses  $3,360,666 

$3,524,404 

Management  Fee 

192,000 

192,000 

Incentive  Fee 

92,858 

85,929 

Total 

$3,645,524 

$3,802,333 

Source:  Financial  Accounting  and  Management  Information  System  (FAMIS),  City  and  County  of  San  Francisco. 
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Kemper  used  incorrect  interest 
rates  in  its  revised  loan  payment 
calculation,  resulting  in  overpaying 
the  City  $6,742 


Recommendations 


There  were  minor  discrepancies  in  the  expenses  the  City 
reimbursed.  One  error  resulted  from  Kemper’s  attempt  to 
correct  an  earlier  error  it  had  made  that  caused  Rec  & 
Park  to  overpay  Kemper  for  loan  interest  expenses  it 
incurred.  In  making  this  correction,  Kemper  used  in  its 
calculations  incorrect  percentages  for  the  prime  rate  of 
interest  for  several  months.  As  a result,  Kemper  overpaid 
Rec  & Park  $6,742.  Kemper  also  improperly  included  in 
its  requests,  and  Rec  & Park  paid,  late  charges  levied  by 
Kemper’s  vendors.  Further,  some  employee  expenses 
Kemper  submitted,  such  as  those  for  travel,  were  not 
approved  by  Kemper  management,  contrary  to  Kemper’s 
own  procedures.  These  findings  are  discussed  below. 

The  management  agreement  requires  that  Kemper 
submit  to  Rec  & Park  monthly  loan  statements  indicating 
the  outstanding  balance  and  interest  remaining  on  the 
loan  each  month.  The  City  is  then  to  reimburse  Kemper 
the  amount  of  principal  and  interest  it  paid  the  financial 
institution  that  holds  the  loan.  The  interest  is  to  be 
calculated  using  the  prime  rate,  as  published  on  the  first 
business  day  of  each  month  in  The  Wall  Street  Journal, 
plus  1.5  percent  per  year.  However,  beginning  in  July 
2006,  Kemper  failed  to  adjust  for  changes  in  the  prime 
rate.  The  error  was  discovered  in  October  2009.  Kemper 
recalculated  the  loan  interest  and,  using  a credit  memo, 
reimbursed  the  City  $25,890  in  December  2009. 

However,  Kemper’s  recalculation  was  also  in  error,  as  it 
did  not  use  the  prime  rate  as  shown  in  The  Wall  Street 
Journal  for  the  months  of  October  2006  through 
December  2007.  As  a result  of  the  error,  Kemper’s  credit 
memo  represented  an  overpayment  to  Rec  & Park  for 
loan  interest  of  $6,742.  Because  the  interest  calculation 
is  cumulative,  the  audit  considered  July  2006  through 
December  2009,  which  includes  12  months  before  and  6 
months  after  the  two-year  audit  period. 

Rec  & Park  should: 

4.  Refund  or  credit  Kemper  $6,742  for  interest  that  it 
overpaid  to  Rec  & Park  in  December  2009. 

5.  Review  Kemper’s  future  loan  expenditure 
reimbursement  requests  to  ensure  that  loan  payment 
calculations  are  accurate. 
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APPENDIX  A:  RECREATION  AND  PARK 
DEPARTMENT’S  RESPONSE 


Mayor  Gavin  Newsom 


Philip  A,  OinsbWB,  Oe 


May  25,  2010 


Mr.  Mark  Tipton 

Audit  Manager 

Office  of  the  Controller 

City  Hall,  Suite  476 

1 Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  CA  94102-4694 

Dear  Mr.  Tipton: 

The  Recreation  and  Park  Department  and  KemperSports  Management  agree  with  and 
accept  all  findings  in  the  recently  completed  audit  of  Kemper  Sports  Management  at  Harding 
Park  Golf  Course  conducted  by  your  office.  Thank  you  for  making  the  suggested  wording 
change  in  the  first  bulleted  point  under  Key  Results.  We  feel  this  more  appropriately 
characterizes  die  overall  findings  in  the  audit.  Attached  please  find  the  completed  Audit 
Recommendation  and  Response  Form. 

Staff  will  present  this  audit  and  its  recommendations  to  the  Recreation  and  Park 
Commission  on  Thursday,  July  15,  2010.  Copies  of  all  documentation  presented  at  that  meeting, 
along  with  the  Resolution  number,  will  be  forwarded  to  your  office  for  inclusion  in  your  files. 

Again,  thank  you  and  Annie  for  your  work,  patience  and  cooperation  throughout  this  process. 


Property  Manager 


ce:  Katharine  Petrucione,  Di rector  of  Administration  and  Finance 

Nicole  Avril,  Director  of  Partnerships  and  Resource  Development 
John  C.  Clark,  KemperSports  Management 
Steve  Argo,  KemperSports  Management 
Rodney  Wilson,  KemperSports  Management 
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APPENDIX  B:  KEMPER’S  RESPONSE 


June  9,  2010 


Robert  Tarsia,  Deputy  Audit  Director 
Controller's  Office 
City  Hall,  Room  476 
1 Dr.  Carlton  B.  Goodlett  Place 
San  Francisco,  CA  94102 


Dear  Mr.  Tarsia 

Kemper  Sports  is  in  receipt  of  the  Financial  Audits  Division's  draft  report  regarding  the  concession  audit  at 
Harding  Park  Golf  Course  that  was  recently  performed.  Kemper  Sports  agrees  with  and  will  accept  all  findings 
of  the  audit.  We  will  work  with  the  Recreation  and  Park  Department  to  resolve  the  audit  issues  that  were  in 
the  report. 

Thank  you  for  the  opportunity  to  serve  the  City  of  San  Francisco  and  it's  Recreation  and  Park  Department  in 
the  management  of  Harding  Park  Golf  Course. 


Sincerely: 


Caroline  Moffatt 

Controller  - Harding  Park  Golf  Course 
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